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Brief Description: Authorizing certain cities to establish alimited sales and use tax incentive
program to encourage redevelopment of underdeveloped lands in urban areas.

Sponsors: Senate Committee on Ways & Means (originally sponsored by Senators Trudeau,
Billig, Nobles, Saldafia and Wellman).

Brief Summary of Engrossed Second Substitute Bill

» Authorizes certain cities to establish a sales and use tax deferral program
for investment projects dedicated to affordable housing in
underdevel oped areas that lack affordable housing.

Hearing Date: 3/7/22
Staff: Rachelle Harris (786-7137).
Background:

Retall Sales and Use Tax.

Retail salestaxes areimposed on retail sales of most articles of tangible personal property,

digital products, and some services. A retall saleisasaleto the final consumer or end user of the
property, digital product, or service. If retail salestaxeswere not collected when the user
acquired the property, digital products, or services, then use tax applies to the value of property,
digital product, or service when used in this state. The state, all counties, and all cities levy retail
sales and usetaxes. The state sales and use tax rate is 6.5 percent; local sales and use tax rates
vary from 0.5 percent to 4.0 percent, depending on the location.

Summary of Bill:

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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The legidlative authority of aqualifying city may authorize a sales and use tax deferral for an
investment project within the city if the city finds there are both significant areas of
underdeveloped land and a lack of affordable housing. If aconditional recipient maintains the
property for qualifying purposes for at least ten years, deferred sales and use taxes need not be
repaid.

A qualifying city includes a city with a population of at least 135,000 and not more than
250,000.

Affordable housing means rental or owner-occupied housing for very low- to moderate-income
househol ds whose monthly housing costs, including utilities other than telephone, do not exceed
30 percent of the household's monthly income.

Very low-income households are households whose adjusted incomeis at or below 50 percent of
local median family income adjusted for family size. Low-income households are households
whose adjusted income is more than 50 percent but at or below 80 percent of local median
family income adjusted for family size. Moderate-income households are households whose
adjusted income is between 80 percent and 115 percent of local median family income adjusted
for family size.

Underdevel oped property is defined as land used as a surface parking lot as of the effective date
of the legidation.

Establishment of Deferral Program.
The governing authority within a city must adopt a resolution of intention to create a sales and

use tax deferral program and hold a public hearing. The resolution must provide information
related to the application and approval process, the appeal's process for applications that are
denied approval, as well as any additional requirements or conditions that the authority requires
an approved application to follow. The governing authority may establish an application fee not
to exceed the amount required to cover cost incurred to administer the deferral program.

Owners seeking deferral approval.

An owner of underdeveloped property seeking a sales and use tax deferral for an investment
project must apply to the city. An application must include a description of the investment
project and site plan, including a statement of the expected number of affordable housing units to
be created, a statement verifying their awareness of potential tax liability if the investment
project ceases to be used for eligible purposes, a statement that they are aware the investment
project must be completed within three years from the date of application approval, a statement
that they are aware that the governing authority may extend the completion of construction for
another period of not more than 24 consecutive months, and a statement that the project would
not have been completed in thislocation but for the availability of the tax deferral.

Approval or Denial of Application
The city may approve an application if it finds that:
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* the project is set aside primarily for multifamily housing units;

* the applicant commitsto renting or selling at least 50 percent of the units as affordable
rental housing or affordable homeownership housing to very low-, low-, or moderate-
income households;

» for amixed-use project, that only the ground floor of a building may be used for
commercia purposes with the remainder dedicated to multifamily housing units;

* at least 50 percent of the investment project set aside for multifamily housing units must
be rented at aprice at or below fair market rent for the county or sold at a price at or below
county median price; and

* the applicant commits to any additional affordability and income eligibility conditions
adopted by the local government.

An investment project must conform to all local plans and regulations that apply at the time the
application is approved, and the project must occur on underdeveloped property.

A city must approve or deny an application within 90 days after receipt of the application. If the
application is approved, the city must issue the applicant a conditional certificate of program
approval.

If the application is denied by the city, the city must state in writing the reasons for denial and
send the notice to the applicant's last known address within ten days of the denial. An applicant
may appeal the denial to the city's governing authority within 30 days after receipt of the denial.

Approved Applications.

A conditionally approved participant must submit an application to the Department of Revenue
(DOR) before initiation of the construction of the investment project. The application must
include a copy of the conditional certificate of program approval issued by the city, estimated
construction costs, time schedules for completion and operation, and any other information
required by the DOR. The DOR must rule on the application within 60 days.

The DOR must issue a sales and use deferral certificate for each approved eligible investment
project. The deferral certificate is valid during active construction and expires on the day the
city issues a certificate of occupancy. The DOR must keep a running total of all estimated sales
and use tax deferrals and may not accept applications for the deferral after June 30, 2032.

A participant in the sale and use tax deferral program must file an annual report with the city
including:

» astatement of the affordable housing units constructed on the property;

* certification that the property has not changed use;

» description of changes or improvements constructed; and

 any additional information requested by the city.

Within 30 days of issuance of a certificate of occupancy, the recipient must file with the city:
 adescription of the work completed;
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» astatement that the eligible investment project qualifies the property for a deferral;
 astatement of the new affordable housing to be offered; and
 astatement that the work has been completed within three years of deferral approval.

Within 30 days of receipt of the above, the city must determine whether the work is completed
and the affordable housing offered is consistent with the application approved by the cities, and
whether the investment project continues to qualify for atax deferral. The city must notify a
conditional recipient within 30 days that the deferral is denied. The governing authority may
enact an ordinance to provide a process for appeal of adeferral decision.

A city participating in the program must file areport annually by December 31 of each year,
beginning in 2022, to the Department of Commerce. The report must include the number of
program approval certificates granted, the total number and type of new buildings constructed,
the number of affordable housing units resulting from the new construction, and the estimated
value of the sales and use tax deferral for each investment project.

Discontinued Use.
If aconditional recipient opts to discontinue compliance with the program, they must notify the
city and the DOR within 60 days of the change in use or intended discontinuance.

If acity finds that a portion of the project is changed or will be changed that disqualifies the
recipient, the city must notify the DOR and taxes deferred are immediately due and payable. The
DOR must assess interest at the rate provided for delinquent taxes and penalties retroactively to
the date the sales and use tax deferral certificate was issued.

Appropriation: None.

Fiscal Note: Available. New fiscal note requested on March 5, 2022.

Effective Date: The hill takes effect 90 days after adjournment of the session in which the bill is
passed.
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